ALASKA STATE LEG SLATURE
SENATE HEALTH, EDUCATI ON AND SCCI AL SERVI CES STANDI NG COW TTEE
May 3, 2004
1:36 p.m

TAPE (S) 04- 27828
MEMBERS PRESENT

Senator Fred Dyson, Chair
Senat or Lyda Green, Vice Chair
Senator Gary W/ ken

Senat or Bettye Davis

Senat or G et chen CGuess

VEVMBERS ABSENT
Al l nmenbers present
COW TTEE CALENDAR

CS FOR HOUSE BILL NO 511(HES) am
"An Act relating to the certificate of need program for health
care facilities; and providing for an effective date.™

HEARD AND HELD

PREVI QUS COW TTEE ACTI ON
BILL: HB 511

SHORT TITLE: CERTI FI CATE OF NEED PROGRAM
SPONSOR(s): REPRESENTATI VE(s) SAMUELS

02/ 16/ 04 (H) READ THE FIRST TIME - REFERRALS

02/ 16/ 04 (H) HES, FIN

03/ 02/ 04 (H HES AT 3:00 PM CAPI TOL 106

03/ 02/ 04 (H) Heard & Hel d

03/ 02/ 04 (H M NUTE( HES)

03/ 04/ 04 (H) HES AT 3:00 PM CAPI TOL 106

03/ 04/ 04 (H) Heard & Hel d

03/ 04/ 04 (H M NUTE( HES)

03/ 18/ 04 (H) HES AT 3:00 PM CAPI TOL 106

03/ 18/ 04 (H) Moved CSHB 511(HES) Qut of Committee
03/ 18/ 04 (H M NUTE( HES)

03/ 24/ 04 (H) HES RPT CS(HES) 3DP 1DNP 2NR

03/ 24/ 04 (H DP: KAPSNER, Cl SSNA, WLSON, DNP: WOLF;
03/ 24/ 04 (H NR. GATTO, COGHI LL

03/ 29/ 04 (H) FIN AT 1: 30 PM HOUSE FI NANCE 519

SENATE HES COW TTEE -1- May 3, 2004



03/ 29/ 04
03/ 29/ 04
03/ 31/ 04
03/ 31/ 04
03/ 31/ 04
04/ 01/ 04
04/ 01/ 04
04/ 01/ 04
04/ 26/ 04
04/ 26/ 04
04/ 27/ 04
04/ 28/ 04
04/ 28/ 04
04/ 29/ 04
04/ 29/ 04
04/ 30/ 04
04/ 30/ 04
04/ 30/ 04
05/ 03/ 04

LLLLLRIIIIIIZIIIIIIE

W TNESS REG STER

Mayor John WIIians
City of Kenal
144 North Binkley Street
Sol dot na, AK 99669

210 Fidalgo Ave., St. 200
Kenai, AK 99601
POSI TI ON STATEMENT:  Test

Bl aine G | man

Attorney representing Lor
Kenai, AK

POSI TI ON STATEMENT:  Test
Jeff Kinion

CEO of Al aska Open I nmagin
6911 DeBarr Road
Anchor age, AK 99504
POSI TI ON STATEMENT:  Test
Doctor Val Christensen

Al aska Open | maging Cente
6911 DeBarr Road

Anchor age, AK 99504

PCSI TI ON STATEMENT:  Test

SENATE HES COW TTEE

Heard & Held

M NUTE( FI N)

FIN AT 1: 30 PM HOUSE FI NANCE 519
Moved CSHB 511(HES) Qut of Conmittee
M NUTE( FI N)

FIN RPT CS(HES) 4DP 2NR 2AM

DP. MEYER, HAWKER, HARRI' S, W LLI AMS;
NR FATE, FOSTER, AM STOLTZE, CHENAULT
MOVED TO BOTTOM OF CALENDAR

NOT TAKEN UP 4/26 - ON 4/ 27 CALENDAR
NOT TAKEN UP 4/27 - ON 4/28 CALENDAR
TRANSM TTED TO (S)

VERSI ON: CSHB 511( HES) AM

READ THE FI RST Tl ME - REFERRALS
HES, FIN

HES AT 1:30 PM BUTROVI CH 205
Heard & Hel d

M NUTE( HES)

HES AT 1:30 PM BUTROVI CH 205

Peni nsul a Bor ough

ified on CSHB 511(HES) am

d's Ranch

ified on CSHB 511(HES) am
g Center

ified on CSHB 511(HES) am
r

ified on CSHB 511(HES) am

May 3, 2004



Ceorge Larsen

Val | ey Hospit al

515 Dahlia Avenue

Pal mer, AK99645

POSI TI ON STATEMENT:  Supports CSHB 511( HES) am

Brian Sl ocum

Tanana Valley Cinic Adm nistrator

1001 Nobel Street

Fai r banks, AK 99701

POSI TI ON STATEMENT: Testified on CSHB 511( HES) am

M ke Powers

Fai r banks Menori al Hospital

650 Cow es Street

Fai r banks, AK 99701

POSI TI ON STATEMENT: Testified on CSHB 511( HES) am

Robert Goul d

Fai r banks Menorial Hospital

650 Cow es Street

Fai r banks, AK 99701

POSI TI ON STATEMENT:  Supports CSHB 511( HES) am

Rick Solie

Vol unt eer Trustee, G eater Fairbanks Hospital Foundation
665 Kni ght sbri dge Road

Fai r banks, AK 99709

POSI TI ON STATEMENT: Testified on CSHB 511(HES) am

Doct or Kurt Hedi ger

AK Chiropractic Society President

Anchor age, AK

POSI TI ON STATEMENT: Opposes CSHB 511(HES) am

Doct or Robert Bridger

Al aska Open I magi ng Center

6911 DeBarr Road

Anchor age, AK 99504

POSI TI ON STATEMENT:  Opposes CSHB 511(HES) am

Paul Brenner

Central Peninsula General Hospital

250 Hospital Place

Sol dot na, AK 99669

POSI TI ON STATEMENT: Testified on CSHB 511(HES) am

SENATE HES COW TTEE - 3- May 3, 2004



Doct or Hel en Bedder
No address provided
POSI TI ON STATEMENT:  Opposes CSHB 511(HES) am

Joel G| bertsen, Conm ssioner
Departnent of Health &
Soci al Servi ces
PO Box 110601
Juneau, AK 99801-0601
POSI TI ON STATEMENT:  Expl ai ned aspects of CSHB 511(HES) am

Janet C arke

Department of Health & Social Services

PO Box 110601

Juneau, AK 99801-0601

POSI TI ON STATEMENT: Testified on CSHB 511( HES) am

Doctor Chris Conover

Assi st ant Research Professor of Public Policy Studies
Box 90253

Duke University

Dur ham NC 27708

POSI TI ON STATEMENT: Testified on CSHB 511(HES) am

Charlie Franz

CEOQ, South Peni nsul a Hospital

Homer, AK

POSI TI ON STATEMENT: Testified on CSHB 511( HES) am

ACTI ON NARRATI VE

TAPE 04-27, SIDE A

CHAI R FRED DYSON called the Senate Health, Education and Soci al
Services Standing Commttee neeting to order at 1:36 p.m
Present were Senators Geen, WIken, Davis and Chair Dyson.

Senat or CGuess arrived nonentarily.

CSHB 511(HES) am - CERTI FI CATE OF NEED PROCRAM

CHAIR FRED DYSON announced CSHB 511(HES) am to be wup for
consi deration. He recogni zed Kenai Myor John WIIlianms and asked
how far along the two adolescent facilities projects were that
he spoke about during the previous hearing.

JOHN W LLI AM5, Mayor of the City of Kenai, replied the city was
in a land purchase process that began about three nonths ago.
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Architects had already spent considerable tinme rendering
drawings for the projects and he knew that both conpani es had
spent considerable tine in anticipation of the project.

CHAIR DYSON said he asked that because sone of the conmttee
menbers believe that it's a bit unjust to change rules in
m dstream so they were |looking for some way to keep those
conpani es from being subject to new rules. He suggested that he
and others listening think about how they mght grandfather in
those people who had begun a process and nade conmmtnents
wi t hout openi ng the door too wi de.

MAYOR W LLI AMS expressed his appreciation and said he thought
the comm ssioner was well aware of how many beds are needed as
well as how many beds are planned and in progress. Wen they
suggested a January 1, 2005 effective date during the previous
neeting, he wasn't aware whether the date would or would not
accommodat e any other projects that m ght have been started, but
there should be sone | eeway for accommodati on.

CHAI R DYSON asked Mayor WIllianms to stand by and called on M.
G | man.

BLAINE G LMAN from Kenai said he is an attorney representing the
Lord's Ranch, which is a non-profit based out of Arkansas that
runs a residential treatnment facility and an out-patient
counseling facility. Both are for children.

The Lord's Ranch is in the process of trying to develop and
build a 30 bed facility in Kenai. They started the process in
Novenber 2003 when they applied to purchase a piece of city
property. They re concerned that if this |egislation passes then

they will mss the entire 2004 construction season. He asked the
commttee to think about the fact that they nust still go
through a |licensing process so the departnent does have

oversight over this type of facility. To date they have gone
through re-platting, surveys, and an appraisal of the property
and they really want to continue to nove forward with the
project. He has seen data indicating there are over 500 Al aska
children in facilities outside the state evidencing the fact
that there is a terrific need for this type of facility in
Al aska.

CHAI R DYSON announced that he would |ike everyone to keep their

remarks to three mnutes because of the nunber of people that
wanted to testify.
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JEFF KENYON, CEO of Al aska Open Imaging Center, reported that he
has been involved with the delivery of nedical care for about 30
years. Four years ago he left hospital enploynent to becone
i ndependent .

He said he has seen hospitals hold back on purchasing and
installing new technology until conpetition spurred them to nake
the nove. Valley Hospital is such an exanple. Although they were
asked to consider installing a bone density unit to evaluate
ost eoporosi s over several budgetary request cycles, they took no
action until the service was offered by the conpetition. At that
time it took just nonths for Valley Hospital to install the
equi pnent .

PET scanning is one of the npbst expensive technologies there is
and Providence Hospital was reluctant to bring a scanner in

until a conpetitor did so. They offered Providence Hospital a
"cost conpetitive, cooperative arrangenent only to have the
hospital negatively react and commit to a $2.8 mllion nachine

and duplicate the service, which by the way, was not CON
[certificate of need] approved." Conpetition has benefited the
peopl e of Alaska and has increased the |evel of technology and
care and conpetition works to decrease costs, he stated.

He charged that the Departnment of Health and Social Services
(DHSS) in cooperation with multimllion dollar out of state
hospitals are organizing for a double standard nonopoly that
will ultimately be very expensive for the citizens of the state.
HB 511 is an effort to steanroller this process wthout giving
| egislators the tinme or information that would make it possible
to analyze the facts to make a sound decision. "Conpetition
drives the level and the delivery of health care up while
driving the cost of health care down. Conpetition works where
the CON was designed to, but never did," he concl uded.

1:46 pm

SENATOR CGRETCHEN GUESS asked M. Kenyon to explain how the CON
m ght jeopardize conpetition if it's supposed to result in
adequate capacity within a conmunity.

MR. KENYON replied, "W don't feel that the delivery of the
certificate of need in Alaska is a fair approach and equally
represented to all conpanies.” He said he understands that
Provi dence Hospital has trenendous influence on both DHSS and
the advisory board for CONs and they have trenendous influence
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behind HB 511. Because of this, his conpany won't be allowed the
opportunity to fairly expand and grow.

SENATOR GUESS interpreted that to nmean that it's not so nmuch the
CON itself rather it's the current process of how CONs are
applied that is problematic.

MR. KENYON didn't agree and advised that their philosophy is for
free enterprise and conpetition to be the regulating force for
whi ch services are needed and which are delivered. Through the
CON regulation process undue expense and tinme and wunfair
eval uations are the problem

SENATOR GUESS asked how his business deals with the uninsured
and t he underi nsured.

MR. KENYON replied their philosophy is to take care of the
patient first and work out the details later. They work out
i ndi vi dual paynent plans and are also wite off wuncollected
debt s.

CHAI R DYSON added that he understands that they give a discount
to those people who pay cash.

MR. KENYON said he thought there was a slight discount for
pronpt pay.

CHAIR DYSON noted that is in contrast to nost facilities that
charge 30 to 40 percent nore for patients that pay their own
bills [the uninsured].

DOCTOR VAL CHRI STI ANSON said he is a board certified diagnostic
radi ol ogist who is currently working for Alaska Open |nmaging
Center. Wen he was in the Air Force he was the chairmn of
radi ol ogy and nuclear nedicine at Elnendorf. He left the state
briefly but after his retirement he noved his famly back to
Al aska because he thought he could nmake a significant
contribution to the inprovenent of health care in Alaska. H's
commtnment is based on the ideal of a free and open market for
busi ness conpetition and free enterprise. He continued:

HB 511 definitely represents collusion with intent of
restraint of trade and is the antithesis of the
Anerican free enterprise that we all believe in as
wel | as our Al aska nodel of 'North to the Future.' It
does indeed represent a giant |eap backwards to the
era of 'Mght Makes Right.
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HB 511 guarantees nonopolistic control in the nedica

imaging market with the two-tier price fixing system
and essential gouging of the Alaska public. This is
t he business equivalent of telling John Dow he can't
open the autonobile repair shop because we already
have a qualified Ford dealer or a qualified Chevy
dealer in town who is sufficient, thank you very nuch

I n recent House testinony on Thur sday ni ght,
Representative Sanuels stated for fairness on the
front end and sounded very good, but in reality it
absol utely destroys fairness on the back end. Wat he
didn't nention is fromhere on out a snall independent
facility would have no chance, essentially, to acquire
new equi pnent or replace old equipnent in a world
dom nated by hospital deep pockets and critical
connecti ons.

Pr evi ous to hi s final speech that ni ght, a
Representative from Fairbanks, who admtted to sitting
on the hospital board up there, stated there is a 30
percent increase in the chance of errors including
services of hospitals. He gave no docunmentation of
t hat what soever, which is somewhat untenable w thout
citation of a nmaminstream or a peer review study. There
are indeed several big mainstream peer review studies
published in the Journal of Anerican  Medi cal
Association which has filtered down to the popul ar
press such as Readers Digest that docunent very high
and unacceptable errors in hospital services including
radi ol ogy departnents.

That Representative also stated that 33 states
presently in the Lower 48 have a certificate of need
program What he didn't nmention was that originally 49
of the 50 states had CON prograns and that the federal
adm ni strators dropped the federal CON prograns in the
1980s and the rest of the states have followed suit.
These prograns have been proven not to work down
t here.

He also stated that nedical economcs work differently
and have been arguing against free enterprise. That is
true. Medical economcs have been shown to operate
differently. What he didn't state was why. The nmain
reason they work differently is because of a problem
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of self-referral. Self-referral neans that a doctor
sees a patient in his clinic and refers that patient
to his own imging center or his own |aboratory
testing center. This is even worse if the hospital
owns the equi pnent.

Al aska Open | nmagi ng Center does not do this and cannot
do this because our radiologists don't nake that
initial patient visit and don't control referrals.
| ndependent out pat i ent centers do imaging nore
efficiently, nore economcally and wth a higher
standard of care. They are not subject to the cost of
the CON, which can run wup to $100,000 for the
bureaucratic costs, all of which are passed along to
the patients.

| ndependent outpatient centers are not involved in
over utilization and inflated costs associated wth
self-referrals. It's ny belief, and others also, the
hospitals should stick to what they do best, which is
inpatient care of critically ill people including any
needed imaging. They should not attenpt nonopolistic
control of all business enterprise especially in the
outpatient imaging arena for the purpose of cost
shifting.

HB 511 is being ranrodded through just as quickly as
possi bl e because the powers behind it do not want
[indisc] to have time to read the studies or learn the
facts behind it. It threatens ny livelihood personally
and | feel it threatens Alaska patients and payers on
their behalf and everybody stands to lose big tine
with this.

SENATOR GUESS asked him to comment further on how he believes
CON creates a two-tiered system because, "no nmatter what
situation, you're not going to have perfect conpetition in
medi cal economics. You're always going to have oligopolies.”
She assured him she wasn't trying to give hima hard tinme she
was sinply trying to understand how a CON would deny him his
l'ivelihood.

DOCTOR CHRI STI ANSON replied one of their findings is that there
is a two-tier system between inpatient hospital pay for Medicaid
and Medi care as opposed to outpatient. As far as the inpact on
his livelihood, he said that if his conpany wanted to purchase a
very expensive piece of equipnent for one of their facilities
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and they weren't already in that market place but a hospital
was, it would be difficult for themto justify why they should
have the equipnent instead of the hospital. Another point is
that when it conmes tinme for them to replace a piece of
equi pnent, such as an MR, Providence Hospital is right there
and has the certificate of need so there is no way they could
conpete for a new CON to replace the equipnment. "W would
basically go out of business at that point," he said.

CHAI R DYSON recogni zed CGeorge Larsen in Mat-Su.
GEORGE LARSEN stated that he supports the bill as presented.

He noted that there have been references to Triad having deep
pockets, but he clarified that the community and Triad have had
a joint venture that was established because Valley Hospital
wasn't able to generate sufficient noney for replacenents.

Imaging is one of the areas in which a hospital can nake sone
profit and provide an offset to areas such as energency roons
that draw down the entire organization. If they couldn't rely on
imging to generate profit, they would have to rely nore heavily
on the state, he said.

CHAI R DYSON asked himif he works at Valley Hospital.

MR. LARSEN replied he is the chief executive officer at Valley
Hospi tal .

CHAIR DYSON asked him to clarify whether or not he just
represented that Valley Hospital charges nore for imaging than
the service costs to offset services that don't pay for
t hensel ves.

MR. LARSEN replied, "That 1is true and that's where we're
charging a little bit nore. It's conpetitive with the market in
Anchorage."” |If they weren't able to nmake a profit on inmaging and
offset losses in departnents I|ike emergency roons, nedical
surgical units, and obstetrics they wouldn't be able to operate.
They look at the full system rather than the separate parts, he
sai d.

CHAIR DYSON asked how nuch discount on inmaging services they

give third party payers such as insurance conpanies over a self-
payer .
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MR. LARSEN said he would have to go to his billing departnent to
get that information for certain, but he thought that wth
Medi care and Medicaid they receive in the neighborhood of 50 to
55 percent of the bill. On the other hand, he said, they give
di scounts to self-payers in the formof wite offs. In 1999 they
wote off $2.9 mllion, in 2000 they wote off $4.6 mllion, and
in 2001 they wote off $4 mllion.

CHAI R DYSON restated his question, which was what discount they
gi ve insurance conpani es.

MR. LARSEN said Medicare and Medicaid pay 50 to 55 percent so
the receive a 45 or 50 percent discount. Blue Cross Blue Shield
recei ves between 3 and 6 percent off charges he said.

SENATOR GUESS asked why they couldn't price services to make a
reasonable profit in the departnents that |ose nobney so they
woul dn't have to overcharge in departnents that do nmake noney.

MR. LARSEN said sonme of it has to do with the market. In the
medi cal surgical unit a room costs over $1,000 per day and they
believe they're priced at what the market can bear.

BRIAN SLOCUM administrator of the Tanana Valley dinic in
Fai rbanks, reported that they are the largest nulti specialty
group in the state and they too provide care for indigent
patients. In 2003 this amounted to about 4.6 percent of their
net revenue and he knew that Fairbanks Menorial Hospita
reported that about 1.8 percent of ©patient revenue was
unconpensat ed. Contractual adjustments for Medicare and Medicaid
amounted to another $5.6 million for the clinic, he said.

He said his point is that the CON application in Al aska needs
revision because it's fatally flawed and has outlived its
usefulness. In 1999 his clinic was turned down when they applied
for a CON. During a subsequent appeal, depositions uncovered a
nunber of precepts. First, the CON program has no risk standards
that are used to evaluate applications. According to sworn
testinmony, DHSS used to enploy 25 people for planning and CON
review. Now there is a single person and they aren't able to
provide current wupdates of CON standards for a review He
pointed out that even multi mllion dollar projects have no
witten standards to use for evaluation purposes.

He was aware that the CON coordinators assured Senator G een

that confidentiality is provided when conpeting applicants file
multiple CON applications sinultaneously. However, in sworn
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testinony the CON coordinator admtted that he sent application
data from the Tanana Cinic to Fairbanks Menorial Hospital and
other CON applicants for editing. Al though his conpany
protested, their objections were ignored.

Finally, he pointed to a CON review dated February 10, 2004 in
whi ch the coordi nator decided that a CON would be required for a
group of physicians because the present value of the equipnent
they were applying for exceeded $1 million. Although it's been
stated multiple tinmes that hospitals want to level the playing
field because doctors don't need a CON when | easing equipnent,
the CON coordinator apparently anticipated the Legislature and
changed the requirenments. "This is all too characteristic of the
CON program " he sai d.

M KE POWNERS, admnistrator of Fairbanks Menorial Hospital,

testified via teleconference to say that he would like to speak
to the philosophic issues of CON and comrents about them
restricting conpetition and being a nonopolistic control

nmeasure. "A nunber of things have been said about the unique
rules of health care economics. They essentially require four
conditions to be net. Buyers and sellers are well inforned,

buyers and sellers are nunerous, buyers and sellers are
i ndependent and there is easy entry and exit from the nmarket."
Not one of those conditions is nmet in health care. Patients nake
i nfrequent decisions about health care issues and so are not
infornmed. There are many sole comunity providers and so there
aren't many buyers and sellers in a community. The whole role of
insurance puts a barrier between the buyer and seller. |If
Fai rbanks Menorial were to try to exit fromthe ER or neo-nata

market, there would be public outrage. Because those basic
conditions aren't nmet there's a need for sone kind of
regul ati on.

The question of cost subsidies is anathema to business, but
departnments such as the ER are badges of honor to a hospital
"We're proud of the ER and we're proud of taking care of burns,
neo-natal, Medicare and Medicaid and all coners.” However, he
said he takes issue with niche providers that cherry pick |abor
in an 8 to 5 operation while the hospital operates all hours to
take care of the entire community. Enpirical evidence suggests
that niche providers target less costly patients, which raises
the issue of a few sharehol ders benefiting versus access to nmany
in the conmunity.

Questions about ethics and self-referral have conme up, but the
federal governnent is calling for an 18 nonth noratorium as a
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result of the adverse inpact of niche providers. A Ceneral
Accounting O fice study in Florida shows that doctors that own
di agnosti c i magi ng equi pnent charge 54 percent nore for Medicare
scans, 28 percent nore for CT scans, and 25 percent nore for
ultrasounds. The study indicates that 83 percent of all
specialty hospitals and 55 percent of general hospitals are
|l ocated in states without certificate of need. Sone states are
novi ng back to CON because they found that managed care in the
80s and 90s didn't work.

In conclusion he said they would Ilike the conmttee to
conceptually make the rules fair for all organizations.

SENATOR GUESS asked him to coment on what keeps Fairbanks
Menorial Hospital from pricing ER services to reflect the costs
pl us a reasonabl e profit.

MR. POWNERS replied it's the heavy reliance on the governnent
payers such as Medicaid and Medicare that don't pay for the cost
of the care. Those costs have to be recovered sonmewhere else so
you over price in other areas.

CHAI R DYSON commented that that is a remarkabl e statenent.
MR. PONERS replied, "It's a sad, unfortunate societal dilenma

that unfortunate legislators find thenselves in and can't fully
fund the Medicaid program”

CHAIR DYSON asked if he just said that because Medicare and
Medi caid reinbursenents don't cover the cost of services you
have to put those charges on sonebody else and that is either
the self payer or the insurance third party payer.

MR. PONERS replied, "All costs, all charges are placed equally
on all payers it's just that sonme refuse to pay for those."

CHAI R DYSON said that includes Medi care and Medi cai d.
MR. POVNERS agr eed.

SENATOR GUESS questioned whether the prices charged in the ER
are reflective of the cost of services plus a reasonable profit.

MR. POVERS sai d they are.

ROBERT GOULD reported that he is the associate adm nistrator of
finance and operation [for Fairbanks Menorial Hospital] so he
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fills the CFO role and also has operational responsibility for
i mgi ng, surgery, ER etc. He said he supports the bill because,
in his view, it levels the playing field, which is not currently
t he case.

Using imaging as an exanple he advised that the hospital is in
the process of building an inmaging center and they are
restricted to building up to the current conmunity need. They
are unable to build in extra services or build for anticipated
gromh, but a business without a CON could conme in and draw
busi ness away from the hospital wthout going through the CON
process. Although there have been charges that this restricts
conpetition, the fact is that anybody that goes through the CON
process that can show need can get approval for their project.
"The fact of the matter is that if there is capacity in
Fai r banks, even after we're done wth our imaging center,
soneone else could conme in, apply for a certificate of need and
as long as they can show need, they can have the services. Under
the current legislation, the way it is now, for imaging it isn't
required. They could just build on top of what we' ve already
built and shown a need for."

He said he would challenge the statenent that a CON can cost up
to $100, 000 because they've done a nunber of them and if they've
spent nore than $10,000 on any one he would be very surprised.
He also challenged the idea that Fairbanks Menorial Hospital is
a nmonopoly and that they don't foster conpetition. | f
conpetition brings |lower costs then the costs in Anchorage
should be the lowest in the state, but Fairbanks Menorial
Hospital is actually the low cost full service provider in
Al aska.

He stated that there are four areas in health care that pay.
VWhether it's right or wong, Mdicare, Medicaid and other payers
have placed a premum on imging, surgery, pharmacy and |ab
services. Those are the only services a hospital would provide
if they were in business solely for the noney because those are
the only services in health care that nake the noney needed to
sustain the facility.

CHAI R DYSON remarked that when he said that the hospital builds
capacity up to the need he assuned that it nmeant the need of the
people in the area, but he probably neant the need as defined in
t he CON

SENATE HES COW TTEE -14- May 3, 2004



MR. GOULD replied when they applied for a CON it was to fill the
needs that they thought they could support and that weren't
bei ng net.

CHAI R DYSON asked if that was the need that was defined in the
CON.

MR, GOULD said that when they applied for the CON it was to fill
the need they thought they could support related to the needs
that were not offered in the comunity at that tinme. "Wat |
neant is that we were building up to what we believed the
custoners in Fairbanks need at this tine. What we could justify
based on the nunbers.™

CHAI R DYSON acknow edged that they were both |ooking at and
using the nunbers in the same way. He asked whether it's
legitimate for soneone else to cone along and neet a need that
the hospital didn't recogni ze.

MR, GOULD asked what that m ght be.

CHAIR DYSON said it wuld be soneone else offering the sane
service and neeting needs that Fairbanks Menorial Hospital
didn't have the capacity to neet. "You object to them com ng and
t aki ng the new busi ness?" he questi oned.

MR GOULD replied he wouldn't object to that, but he would
object if they went through the CON process to show need for two
MRIs only to have soneone else enter the picture and began
t aki ng business away from the hospital by offering MR services
Wi t hout goi ng through the CON process.

SENATOR GUESS asked why he believes the four areas he nentioned
are profitable because they heard that prices are under cost but
they're all the market can bear. Also, they' ve heard that it's
really recovery and not prices that are under cost.

MR. GOULD explained that Medicare reinbursenent is higher in
those four areas and nost providers elect to use the Medicare
regul ations to determ ne reinbursenent. Charges, he added, are
becomng less relevant in health care because Medicare and
Medicaid give a flat fee in each area. For instance, Medicaid
rei nburses Fairbanks Menorial Hospital 52 percent of charges and
Medi care rei nburses 50 percent of charges.

RICK SOLIE, volunteer trustee on the G eater Fairbanks Hospital
Foundation, stated this is a very inportant issue for their
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comunity hospital. He said he would first clarify severa
i ssues he heard during the hearing on Friday.

The foundation contracts with Banner Health System to run the
hospital for about 3.5 percent, which is average to low for this
service. The notion that Banner Health is making a great deal of
noney from this contract is not accurate or fair. ".... health
care and hospital economics is not a free market and so to
enploy the standard of free conpetition on it is not fair
because it isn't true. Wuat is true though, is to have a
rigorous discussion of sone of the benefits that conpetition
gives you and that is cost quality and access.™

TAPE 04-27, SIDE B
2:21 pm

Specifically as it relates to Fairbanks:

W're trying to help our communities and trying to
have imaging systens and in Fairbanks we're working
hard on a cardiology program trying to figure out a
way to nmake that work. We have audited statenents from
Medicaid rates that show our hospital wth the |owest
inpatient rates. That's across the board, that's the
overal |l picture.

On the outpatient side, our hospital has |ower rates
than Anchorage on the outpatient side. And this is a
town that you would argue doesn't have conpetition,
yet our prices are lower. Specifically on the MR, - |
can't speak to Anchorage | know [Al aska] Open | maging
is touting cheaper prices - | know our experience in
Fairbanks is that the MRl prices at our hospital are
between 20 and 40 percent |ower than those at the
clinic across town. So | woul d  suggest t hat
conpetition in whatever form you mght call it is not
bringing lower prices in Fairbanks. What it does do is
hurt our ability to provide those services like the
ER, the neo-natal care, the psychiatric care, the
cancer care - an awful lot of those things that we
| ook to. | would encourage the commttee to be careful
as you look at this bill because we don't want to
start to take apart a system that at least in
Fai r banks we' ve spent sone 34 years in building.

We support this bill. | think it closes up the |ease
provision and the diagnostic provision. It creates a
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| evel playing field. You can argue about the w sdom of
the CON. [But] honestly, | don't think this is the day
to do that. This is a better day to at |east create a
| evel playing field and let's have sonme discussion
about whether it's deductibles or nedical savings
accounts or ways to nove a free market into the health
care sector. But it is not a free market today so on
cost - and | didn't even get to quality and access
because ny tinme ran out - we have 98 percent board
certified nedical staff. W take all coners and |
woul d be happy to answer questions.

SENATOR GREEN asked for his interpretation of what the new
| anguage does for the lease issue and how it differs from the
current situation.

MR. SOLIE said that's in Section 2 and his understanding is that
under current law it would allow for an anbulatory surgery
facility to be constructed if the facility was |eased or the
equi pnent was | eased. He wasn't clear on the nonetary total, but
"it's the lease provision that allows for the skirting around
t he CON need.”

SENATOR GREEN wondered whether his reference to |lease was a
specific reference to Fairbanks Menorial Hospital.

MR, SCOLIE replied it is specific because under current |aw there
are two ways that it doesn't apply uniformy. Those are
di agnostics and the |l ease provision. This bill would |evel that
playing field, he said.

SENATOR GREEN asked whet her Fairbanks Menorial Hospital had ever
| eased facilities.

CHAI R DYSON added, "Or equi pnent. "

MR. SOLIE advised the foundation |eases the hospital to Banner
Health System and they pay the hospital a |lease fee. He said he
wasn't sure whether that answered the question.

CHAI R DYSON said that in Section 2 he understands that there is
a $1 mllion threshold and if you're under that anount you
woul dn't have to go through the CON process. Sone people have
figured out that you could |ease the equipnent so that noney
conmes fromthe operating budget and you stay under $1 mllion.
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Those that believe that the |ease issue allows unfair
conpetition, say that |oophole should be closed. Senator G een
j ust asked whet her Fairbanks Menorial ever |eases equi pnent.

SENATOR CGREEN added, "Or anything."

MR, SOLIE said the foundation isn't |easing any real estate and
he would have to defer to the finance officer regarding the
| easi ng of equipnment. Their concern is that whether or not you
like the CON, it doesn't apply to the ability to build a
facility or obtain equi pnent through a | ease mechani sm

SENATOR GREEN asked whether the foundation ever |eased anything
to the hospital that didn't go through the CON process.

MR. SOLI E asked whet her she was speaki ng of the cancer center.

SENATOR GREEN replied she didn't know anything about his
f oundat i on.

MR. SOLIE explained the foundation is the owner of the facility
and the equipnment. Generally the hospital applied for the CONS,
but sonetines the foundation has assuned that role.

SENATOR GUESS said she would like to spend tinme on Section 2 at
sone poi nt because 'purchasing equi pnent' isn't referenced under
"expenditure'. It's just leasing that is referenced.

CHAI R DYSON agreed wi th her reading.

SENATOR GUESS asked that the sponsor's staff explain why you
woul dn't need a CON if you purchased $1 nmillion in equipnent,
but you would if you | ease the equi pnent.

CHAIR DYSON said the departnent could speak to it, but he
t hought that since you wouldn't have to go through the CON
process if you were under $1 mllion, people were avoiding that
t hreshol d by | easi ng equi pnent.

DOCTOR KURT  HEDI GER, AK  Chiropractic Society President,
testified via teleconference to say he practices throughout the
state as a vacation chiropractic physician and is opposed to the
bill inits current form

Al t hough the CON may have been necessary at sone point, it's a

di nosaur in 2004 and the $1 mllion threshold is low in today's
dollars. The bill would negatively inpact his patients and his
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business and would give an edge to established health care
facilities and stifle upstart businesses. It appears to be ant
conpetitive and anounts to governnent support for the status
quo. "The consuner wll continue to have limted choices and
health care costs could only go up as quality and patient
satisfaction actually wll decline."

To his know edge, j ust Fai rbanks Menori al Hospi t al has
restrictions against chiropractic referrals and such inpedance
to access is frustrating because it delays treatnent, increases
costs and puts the patient at risk. Alaska Open | nmaging
i ncreases capacity and choice for Mt Su, Kenai and Anchorage.
The focus should be on the patient's best interest and that is
conpetitive health care through conpetition accessibility and
the use of innovative technol ogy. He enphasi zed he believes that
i ncl udi ng "i ndependent diagnostic facility" is wong.

Wth only one provider you can't expect prices to go down. Wth
that in mnd, he questioned how hospitals nmade a profit before
imaging like MRIs and CT scans. All businesses assune risk but
if this bill passes, hospitals in Alaska will have their profit
margin protected by statute.

CHAI R DYSON asked what he believes a reasonable threshold to be
if the $1 million is too | ow

DOCTOR HEDI GER suggested it should be adjusted for cost of
living increases and could be five tinmes the anobunt it is for
| ar ger busi nesses.

DOCTOR ROBERT BRI DGES from Al aska Open Imaging Center testified
via teleconference that he started the business in 2001.
Countering the claim regarding over charging on self-referrals,
he said can't self-refer. Hs work is always returned to the
referring physicians so if he does a good job and the patient is
happy he may get the next referral. H's work undergoes peer
review every day for every procedure and provides a form of
checks and bal ances.

When the business first opened in Wasilla, they had an open MR
magnet just |like the one at Providence Hospital. Later they
added a CT scanner that was simlar to the one at Providence.
Seven nonths later Valley Hospital fired the radiology group
that had been working there for 17 years because the hospital
could have been offering these services all along, but they
didn't because they didn't want to or they didn't know how.
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When his business noved into Anchorage they added another open
MRl scanner because Providence had abandoned open imging and
their patients had to go to Wasilla for a scan. Next they added
a CT scanner and finally in March 2003 they installed a Positron
Em ssion Tonography scanner. As board certified in nuclear
nmedi ci ne and a nucl ear engi neer he said they were very qualified
to do this.

Provi dence Hospital talked about installing a PET scanner for
five years and for three years they could have done so.
Referring to their CON application for renewal in Decenber 2002,
he said they admtted they had done nothing on this project but
they needed a renewal because the price had ballooned to $4.5

mllion. "Providence followed in our footsteps and using their
taxed for profit wing, legally circunvented the CON and | eased a
$2.8 million PET scanner that fits in a nobile trailer behind
the hospital. It could be done. W did it because we took the

time, we knew what to do and we delivered on this, much needed
servi ces. "

He said his business takes care of Medicare and Medicaid
patients and patients that are difficult because of their size
and/or claustrophobic tendencies yet the hospital says they
cherry pick. The CON won't work, he said, because it restricts
access to the equipnment he needs to practice nedicine and it
restricts patient access. The CON does not help Valley Hospita
because people can vote with their feet, get in a car and go to

Anchorage. "Before we came on the scene, half of all the
outpatient and daily nedical services in the valley were going
to Anchorage. .... People want choice, they want an opportunity

for better nore diversified nedicine in the state."

The playing field is already equal, he said. Using the CON is
capricious and wll bring waste and cronyi sm

UNI DENTI FI ED SPEAKER commented that sonmeone said that outside
corporations were nmaking noney in Al aska and she woul d point out
that Providence arrived in Alaska in 1905. Wth reference to the
charge that hospitals are nonopolistic, she said we're really
tal king about what is best for communities. Senator Guess has
been aski ng about conpetition and the services that aren't self-
supporting. People can and do vote wth their feet as the
previ ous speaker pointed out, but it's hospitals that are open
all hours of every day and every night and the public expects
full services to be available in the hospital. To do that, the
hospital has to have the ability to provide those services.
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As M. CGould said, there are four areas that are profitable and
facility providers don't control that. Medicare and Medicaid and
soneone up in federal offices decides what they believe is
inportant. Imaging is an inportant area and therefore provides
an opportunity to support areas that aren't profitable.

In conclusion, she said she hopes the commttee can support the
bill.

PAUL BRENNER, vice president of quality nmanagenent at Central

Peni nsul a CGeneral Hospital, said he supports the bill. The CON
has worked for many years and guarantees a |evel playing field.
It will help elimnate duplication of services in snall

comunities and help curtail rising nedical costs.

DOCTOR HELEN BEDDER testified via teleconference to say she is
strongly opposed to CONs and npbst physicians are opposed as
well. She rem nded nenbers that Al aska has few restrictions on
physi ci ans, which is one reason why doctors are attracted to the
state. CONs are restrictions on the ability to practice. Al the
hospitals are tal king about CONs |eveling the playing field, but
she doesn't see why hospitals believe they play on a |level field
because nost of them are non-profit. Hospitals receive a
percentage of what they charge from Medicare and Medicaid while
i ndependent surgery centers are paid a flat rate that is set by
Medi care and Medicaid. The result is that hospitals are paid
hi gher. Hospitals have a natural advantage in terns of referrals
t hat i ndependent practitioners don't have.

Wth regard to the question Senator Guess asked about how CON
shuts down conpetition, she pointed out that a Fairbanks
physician applied for a CON only to have Fairbanks Menori al
Hospital take away his hospital privileges, which elimnated his
ability to earn a living.

SENATOR GUESS asked if she believes that it's the CON process
that's the problemrather than the CON itself.

DOCTOR BEDDER replied she really doesn't believe the concept
itself is fair, but the process definitely isn't fair. CON was
initiated years ago as a federal program to determ ne how costs
and charges were determ ned. Mst states have done away with CON
because it's no longer part of what is needed to determ ne
costs. The CON in Alaska is archaic and is being maintained by
Provi dence and Fairbanks Menorial in an effort to control the
mar ket and make sure there isn't any conpetition. Conpetition
wor ks and reduces prices.
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CHAI R DYSON asked the conmi ssioner to cone forward.

JOEL d LBERTSEN, Comm ssioner of the Departnment of
Soci al Services, introduced hinself and asked Janet
sit with him He said:

There have been a nunber of things stated today
think it's fair to say that there have been dif

Health &
Clarke to
and |

f erent

perspectives put on issues by organizations. As the
State of Alaska it's not really our business to pick
anongst providers. W want to nake sure we have a fair
process. | know there have been criticisms of the
process around certificate of need and | think it's
fair to say the departnment has to work continuously on

a daily basis to inprove that process. That sai
an adm nistration, as a departnent, we support
| egi sl ati on.

d, as
this

The legislation touches upon a nunber of issues, one

of which I wanted to speak to, which is resid

enti al

psychiatric treatnment center care. R ght now we are

engaged in an effort called, "Bring the Kids

Hone. "

Bring kids hone from out of state and these are Kkids
with residential placenents out of state because of a

| ack of conti nuum care i ncl udi ng resid
pl acenents in state. W believe we can serve

enti al
t hese

kids better here in Alaska. We believe it's better for

them t herapeutically, but it's also better policy

What we also know is that while there mght be 400
plus kids in residential placenents out of state, we
do not need 400 beds in state. In fact we believe our

system rushes children into residential plac
because we haven't had the continuum of car

enent s
e. W

haven't had a good gate keeping system W don't have

good therapeutic foster care prograns and group
W need to invest in these things. They are c

hones.
heaper

than residential care and they're better for many of

t hem

As we engage in this effort to bring these ch

ildren

honre we want to make sure we have a system that is

geographically responsive to the needs of

t he

children. But is also acknowl edges that we have to

have the appropriate amount of beds in

state.

Certificate of need does have its critics and
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supporters. | support CON, | think it's a good way for
a state to have a public process and in turn give
adequat e access to care across the state.

| know there have been conmments around conpetition.
Conpetition brings a lot to many different markets. |
think for health care, conpetition greatly increases
choice and <choice for the consuners. Does it
necessarily benefit cost? Not in all cases. In sone
cases it does but not in all cases. One of the things
we have in health care and are painfully aware of - |
know the Chairman is aware of this because |'ve had
conversations about this with him- but outside of the
cash payer, nost individuals really do not select
their health care or the location of their health care
based on cost. There is an internediary between the
price and the consuner. It's called insurance. Sone
tinmes it's provided by the State and sonetines by
their provider, but they do normally shop not based on
cost but on access.

Quality is a key component when meking their choice.
Wo has the better facility? Location, convenience
ot her anenities, but not necessarily cost. So we do
have some concerns about as we nove forward and
supporting CON policy that we're developing this
residential system in state that is cost efficient,
that the state the primary payer. And for these kids
we are the payer. Particularly after 30 days of
resi dency status.

The other provisions we support and | want be here
with Janet to answer questions of the conmttee or to
comment on things that you may want to hear from us.

CHAIR DYSON said he had a couple of questions beginning with
page 2, line 3. He questioned why they should care how nany
times a business or person relocates their capacity in an area.

Janet Clarke with the Departnent of Health & Social Services
said they brought an analysis of Sections 1 and 2 from the
assistant attorney general who advises them on CON. She said he
could join themat the table if the Chair would |iKke.

CHAIR DYSON said that's fine, but it's a philosophical question.

Who cares whether they nove every day as long as they're in the
area and providing the service, he questioned.
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COMWM SSI ONER G LBERTSON said it's fair to ask as long as the
size and scope of practice remains the same and the geographic
| ocation is the sane. The state's primary concern wth
certificate of need is whether or not that capacity is needed.

M5. CLARKE said current |aw doesn't allow that.

CHAIR DYSON said he knew that, but the philosophical question
remains. Wiy is just one nove all owed?

M5. CLARKE suggested the sponsor mght want to answer that
guesti on.

CHAI R DYSON then asked for comments on whether the $1 mllion
threshold is obsol ete.

COMM SSI ONER G LBERTSON replied it's a fair question, but when
you | ook at the purpose of what CON is serving that threshold is
as proper and relevant today as when it was originally designed.
Oiginally CONs were for hospitals and nursing honmes. Costs in
those facilities have increased a great deal and if CONs were
only addressing those facilities then the threshold isn't as
valid, but it's not conpletely invalid. Hospitals are now
conpeting in a different area. It's not about constructing a
hospital it's about purchasing equipnent so the threshold is
still legitinmate.

Now there are areas of new services such as anbul atory surgica
centers and residential psychiatric treatnent centers. He said
these are boutique services that provide «clearly defined
services, but aren't of the broad scope that a hospital would
provide. For those smaller facilities the $1 mllion is a viable
threshold. As the market has changed and as hospital s have begun
to provide other services the threshold is correct.

CHAI R DYSON asked about when a facility just |leases a building
as Fai rbanks Menorial is doing.

COMM SSI ONER G LBERTSON expl ained, the legislation is an effort
"to ensure that whether you are purchasing it or you are |easing
it, if you are acquiring for wuse for health care service,
property with a value of over $1 nillion in its present day
val ue, or equipnment, that should be equally treated under the
certificate of need law." This bill clarifies that, he said.
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CHAI R DYSON announced that Doctor Conover was waiting to give
testinmony and since he was renoved from Al aska by several tine
zones he would like to allow himtine to testify.

DOCTOR CHRIS CONOVER, assistant research professor of public
policy from Duke University, testified via teleconference and
advised nenbers that he and Professor Sloan conducted two
studies of CONs for Delaware and M chigan. He stated:

There are three principle reasons used to justify CONs
that have been discussed - quality, access and cost.
The chief one is cost, but then people often talk
about quality and access.

Qur report from Mchigan systematically refutes the
evi dence regarding CONs from every public CON study to
date. Included anong these were six studies that
| ooked at CON s inpact on the diffusion of CT scanners
and four studies focused on CONs affects on the
supply of MRIs.

DOCTOR CONOVER advi sed that he would submit the information for
the record rather than going through each study individually. He
then continued to say:

On the CT studies, there was one study witten by
proponents of CON who in their study acknow edged t hat
there were probably sone very real non- econom ¢
pati ent costs of the Massachusetts approach to
rationi ng scanners. These nmay have included |long waits
in addition to the inconvenience and disconfort of
having to be transported from a hospital wthout a
scanner to a hospital with one. They also noted that
si nce limted availability of scanners forced
prioritization of patients, sone patients who m ght
have benefited from CT were not scanned. Many of the
alternatives to scanning involved nore risk and
di sconfort to the patient such an angi ography.

A critical shortcomng of all of these studies is that
they count the nunber of wunits rather than directly
measuring the inpact of CON on cost. This is sonmewhat
equivalent to estimating consunmer expenditures on
gasoline based on the nunber of available filling
stations. The presunption in these studies is that
nore units nmean nore services, which translates into
hi gher  costs. But the exanple of gas stations
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illustrates the potential fallacy of that approach. In
the case of gas stations, prices tend to actually be
| ower when there are two gas stations conpeting across
the corner from one other. Even though, logically, one
m ght think the duplication of facilities would result
i n higher prices.

Wiile nedical care is not the same as gasoline,
various FTC studies have shown that hospital prices
and costs are higher in areas where there is a
nonopoly provider conpared to areas where there is
head to head conpetition, which is precisely why the
FTC regul ates hospital consolidation - to prevent anti
conpetitive affect.

Mor eover, even if one could denonstrate that reducing
the supply of imaging services results in |ower
spendi ng on these services, this is not tantanount to
proving that regulation has saved you nobney. On the
contrary, if i1mging 1s a substitute for nore
expenses, nore invasive procedures and/or grow ng
i mgi ng can reduce [end of tape]

TAPE 04-28, SIDE A
3:06 pm

It is worth noting that there are no vol une benchnarks
for CIs or MI services established by either the
Joint Comm ssion on Accreditation of Health Care
Organi zations or the American College of Radiology. So
even if CON were effective in holding dowm the supply
of CT or MI services, there is no good reason to
suppose this would confer an inprovenent in quality of
care.

A final thought worth considering is this; only 21
states now regulate CT scanners, 24 regulate PET
scanners and 30 regulate MIs. O +the states that
opted not to regulate these technologies, [did they
make] a fool hardy choice? Are their citizens paying
hi gher costs for enduring levels of quality care
because these inages do not now fall under CON review?
| am aware of no such evidence. Unfortunately, the
kind of definitive study that could nail down the
answer to the question that wll basically be
considered by the commttee today has not been done.
Such a study is feasible and could be conpleted in
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roughly a year's time. Frankly, given the availability
of this evidence, | nyself would be nore inclined to
drop regulation of imaging technology in-hospital than
| would be to expand this regulation to non-hospital
entities. The best approach of all mght be to do the
research that could definitively nail down this
question of whether regulating these technol ogies
saves noney or adds to cost once all costs are taken
into account. It is not at all clear what harm woul d
be done by deferring a decision so the answer to the
ri ght question can be determ ned.

CHAI R DYSON asked Doctor Conover to FAX a copy of his research
paper and his witten coments and he would distribute copies to
the commttee nenbers. He questioned whether he knew of any
states that had particular success in handling these issues and
whet her there were paradigns available that Al aska mght find
useful .

DOCTOR CONOVER replied the states they worked for | ooked at CON
globally and didn't specifically focus on imaging technol ogy.
M chigan asked themto look at MRIs so they did address themin
their report. The evidence on MRIs is mxed, but they were all
focused on hospital based MR units and half of the MRIs that
are in use are outside hospitals.

SENATOR GUESS asked if he is recomending that they elimnate
i mgi ng technology from the CON process rather than expanding
the CON process to include them

DOCTOR CONOVER replied if the commttee feels conpelled to take
action he believes it would be preferable to level the playing

field by taking away regulation in a sector rather than adding
it to a different sector.

SENATOR BETTYE DAVI S asked whom he was representing.

DOCTOR CONOVER said Sam Corsnell contacted him but he didn't
know which facility he runs.

CHAI R DYSON assured him his question wasn't pejorative, but he
want ed to know whet her he was remunerated for his testinony.

DOCTOR CONOVER sai d he was conpensated for his tinme to appear

SENATOR DAVIS announced that she had a question for the
comm ssi oner.
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CHAI R DYSON said he did too and if she didn't mnd, he would go
first. He questioned whether the mmjor reason for the
legislation didn't relate to the expansion of adolescent
facilities and the desire to get themin under the CON process.

COW SSI ONER G LBERTSON said Representative Sanuels introduced
the legislation and DHSS began working wth Representative
Samuel s' office after he had introduced the bill. They support
the entire bill, but the departnent is nost interested in the
RPTC | anguage.

CHAI R DYSON asked whether the present licensing process would
allow DHSS to issue a directive saying they would only I|icense
so many beds in a certain area.

COWMWM SSI ONER G LBERTSON said no; licensing is based on strict
standards of neeting the clinical requirenments for a facility.
Right now there is a cap on long-term care beds, but that's done
t hrough the CON process.

CHAI R DYSON brought up his concern about the people who already
started the process in Kenai and asked if there was a way to
lend certainty to their process so they don't |ose the
construction season.

COWMWM SSI ONER G LBERTSON interjected that he didn't know enough
about the proposal to say with certainty that they could or
could not make this construction season. "That said, there are -
based on just informal comunications - since there is no CON
process right now, providers are not required to cone to the
state and let us know what you are planning. A nunber have
voluntarily to say, 'These are things we're considering.' If you
were to add all of themup, | think we have easily seen between
500 and 600 beds that are at sone conceptual stage or closer to
devel opnment in the state right now "

DHSS has devel oped a policy for interpreting the effective date
for projects that are underway or have reached sone |evel of
decision-making within the organization. The policy is that
projects are grandfathered in as long as legitimte construction
has started, a full set of architectural draw ngs are conpleted
and that the entity that is building the facility has a building

permt in hand. In addition, they nust conplete construction
within tw years of breaking ground. It doesn't nean that
everyone wll get in, but they are putting the CON process
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forward so that as psychiatric treatnent center beds are brought
on line in Alaska the kids' needs are net first.

SENATOR DAVIS asked if it was the sponsor's idea or his to put
adol escent psychiatric treatnment centers under the CON process.

COW SSI ONER G LBERTSON said they had a process underway to | ook
at statutorily expanding, through a governor's bill, residential
psychiatric treatnent centers. Representative Sanuels introduced
his legislation first so they began working with him using a
commttee substitute on the House side.

SENATOR DAVI S asked if npbst of the 500 sonme children that woul d
return to the state would be |located in south central Al aska.

COMWM SSI ONER G LBERTSON replied the children in out of state
pl acenent are disproportionately Al aska Native and they cone
from rural communities. Sinply based on the population of
Anchorage, the need for residential facilities would be weighted
in that community if the sole desire were to have the children
close to hone. That isn't always the case though, and there are
al ways a variety of clinical reasons for why a child is placed
in a certain place. "Qur goal largely is that we want to have
the care given as <close to honme as possible wth the
acknow edgenent that it's a continuum of care and that there are
| evels of care below the sem-secure residential treatnent
center. And as the child is working their way back to their
comunity, you want to nake sure that they have the after-care
and the support services in every community for the kids."

SENATOR W LKEN asked if there was a letter of intent with the
| egi sl ati on.

M5. CLARKE replied the House adopted a letter of intent that
related to CON. It establishes a task force to look at the
process and the procedures and standards to inprove the
effectiveness of the program The letter of intent also
indicates that the Legislature urges DHSS to expeditiously
update the CON regulations, which is what Senator Geen has
menti oned many tines.

SENATOR W LKEN asked for a copy.
SENATOR GUESS asked how she would learn nore about the process
by which they nake a decision. After reading through the

regul ations and the statute, she was still uncertain about what
eval uati on net hods are used and how a final decision is made.
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COMWM SSI ONER G LBERTSON acknow edged the question is very
appropriate. The State is currently in the process of finalizing
an actual process for defining the criteria for this type of
facility, he said.

M5. CLARKE added the statute requires them to |ook at need.
Al though no witten standards have been adopted in Al aska, they
are in the process of devel oping them

CHAI R DYSON asked M. Franz from Homer whether he could give his
testi nony on Wednesday.

CHARLIE FRANZ said he wouldn't be available then, but his
testi nony woul dn't take | ong.

CHAIR DYSON told himto go ahead and apol ogi zed for keeping him
waiting for so |ong.

MR. FRANZ stated he is the chief executive officer of South
Peni nsula Hospital in Honer and the chairman of the board of
directors of the hospital and nursing hone association and he
serves on the DHSS assenbled task force to |ook at devel oping
standards for the CON process. "Wth that background, | would
| i ke to speak to you in favor of HB 511," he said.

It's a good bill that helps to preserve access to a full range
of hospital-based health <care, he said. It does this by
including the independent diagnostic and testing facilities,
which levels the playing field and gives equal treatnent under
the Ilaw. Independent diagnostic facilities wuld have to
denonstrate a need instead of sinply opening a facility and
conpeting for these lucrative services that hospitals provide.

He took issue with the argunment that independent diagnostic
testing facilities are only an issue in larger comrunities. He
poi nted out that Honmer has that problem

CHAIR DYSON thanked all the participants and encouraged the
commttee nenbers that were interested in offering anmendnents to
get them drafted quickly and distribute themto other conmttee
menbers and the administration so they could nove the bil
forward

M5. CLARKE pointed out that she distributed a letter dated

5/3/04 providing the information requested of her at the
previ ous neeti ng.
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CHAI R DYSON thanked her and adjourned the neeting at 3:28 pm
CSHB 511(HES) am was held in conmttee.
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